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Mr. William F. Caton
Secretary
Federal Communications Commission
1919 M Street, N.W., Room 222
Washington, D.C. 20554

RE: Ex Parte Presentation
CC Docket No. 96-98

Dear Mr. Caton:

On July 10, 1996, per the request of Commission, the attached informative material
was delivered to John Nakahata with regard to the above-captioned docket.

Due to the late hour of the request, two copies of this Notice are being submitted to
the Secretary of the FCC the following business day in accordance with Section
1.1206(a)(l) of the Commission's rules

Attachment

cc: 1. Nakahata
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The purpose of this peper is to compce and contrast the methods for establishing who1e$4Je
prices for resold teleoommunicatioDS services in Ohio and Illinois. A brief overview oithe Ohio
and Illinois approaches will be pretented first. This will be followed by III analysis of the lOlic
supporting each approach and an estimation of the ex1ent to which the resultant average discounts
will be comparable. The overall concJUJion of this pIPC!' is that the two methods~ while
approaching the issue from different starting points, are logically consistent and likely to result in
average discounts which are comparable.

OHIO APPROACH

The method prescribed for settiDa wholesale rates in Ohio is set forth in the Findina and
Order in Case No. 95·845-TP-COI. a Commission investiption relative to the establishment of
local exchange competition aDd other competitive issues. The Ohio approach has as its fowldation
the wholesale pricing language in the Federal Telecommunications Act. The Order specifies (by
account) several catepries of avoicled com which shall be ideDtified iJlctuding UDeollectible
revenue, marketina. product JJJ8DAFIIiCb.t, sales, advertisina. call completion service, number
!lefVices and customer service. lmportaDtly, it also requires that the avoided cost aaalysis include
the direct and indtrecl coats ofall activities elimina1ed due to wholesale provisioning. The Ohio
approach also provides: (1) the opportwUty for reseUm to prove the avoidance ofcosts in other
acco\Ults, and (2) the opportunity for the incumbent LEe to prove that cOltS identified by the Order
would not be avoided and to identify direct mel indirect additional coltS required to provide
wholesale service (such as providing an electronic operation interface to customer accounts and
handling service requests ofreseUers).

ILLINOIS APPROACH

The method used in Dlinois is outJ.iDed in the Order in Docket 95-0458/0531 (conso1.),
which addressed AT&T's Petition for a total local exchange wholesale service tariff. The lllmois
Commission started with • 10lll1W1 service iD.crcmcn1lJ cost ("LRSIC") SQ1dy performed by
Amcritech Illinois. This study addressed Mail and wholesale versions of 98l'Vices offered for resale.
The difference between the retail and wholesale results was used to identify avoided costs. These
avoided costs includecl uncollectible revenue. JMrketiDs, product mIIUIIement, sales, advertising,
and customer service. The study also IICCOUDted for additiODal costs Ameritech expects to incur in
offering wholesale service. The Illinois Commission also included a pro rata share ofcontribution
in the calculation of wholesale discounts. The result is aD uray of service-specific wholesale
disco\Dlts. the weiahted averaae of which Ameritech calculated to be 22.05%.

COMPARISON OF OHIO AND IWNOIS METHODOLOGIES

The Ohio and Illinois methodololles are f\.mdamentally consistent. Both start by identifying
direct costs that will be avoided when convening to a wholeaale environment. Both then proceed to
account for indirect costs that will be reduced II a result ofretliling activity heina performed by
resellers. The Ohio approach provides the opportunity for indirect costs to be speei1ically identified.
The Illinois approach accomplishes this same Te!llult by way of the pro rata c:ontributioD calculation.



The contribution contained in the prices ofAmcritec:h's services includes costs for ISseIS and
fwlctiOl1s such as buildinp, vehicles. furniture, office equipment, computers, personnel department,
etc. The minais wholesale pricmg apptolCh captures a portion ofthese costs in the establishment of
the dilcollnt percen. by iDcluding a pro rata share ofcontribution.

Although the Ohio IIld Dlinois methodololies may appear on the~ to be different.
they both rely on ICtuaI accounting data in a manner which makes them loaical1y consistent. The
Ohio approach utilizes accolJDtina data directly. On the other hand. the Illinois method indirectly
relates to the ComplllY's accoLDlring NSults by: (1) usiDl ICOOWltiDI results as the basis for the
calculation of certain direct avoided costs, and (2) buiDg the pro rita contribution calculation on
revenues and costs 1$ booked by the Company. The Illinois approach utilized detailed service­
specific cost studies iD a docket that took over nine moDtbs to complete. Alternatively, the Ohio
approach is more streamlinecl and will allow proper wholesale diKOUI1ts to be detanniDed
expeditiously. While the Illinois IIppIOICh resulted in variation in U1e disc:oUDt percentage from
service to setYiee (reflCCUDa eteh scrvice's cost and profitability cbancteristics), the availability of
a viable competitive business opportuDity is more a function ofthe overall averaae discount level
than its variability among different services.

COMPARISON OF OHIO AND ILLINOIS PERCENTAGE DISCOUNTS

It is expected that the Ohio 8Dd IlliDDis approaches will rault in dileOUftts that arc ICDCralJy
the same order of mapitude. Tbc IUiDois weighted avenge discount is 22.0'%. Because this
average is comprised of aD array ofservice-speeific discouats, the actual discount experienced by ill

patticulu reseller (with its OWD unique blend ofwholaale HrVices) could be hiaher or lower than
this averaae. Furthermore. ATAT took the position in Illinois that Amcriteeh's cost study did not
fully account for all costs that will be avoided, makiQl a 25% discoWlt more appropriate in its view.
This 2S% discount is also corroborated by an accounting-bued study which AT.tT included as part
of its initial testimony in this docket. The Illinois Commission also expreued itt intention to
consider a schedule of IIdditiODll incentive discounts ifAmeritech lllinois and Centel are unable to
comply with the parity requirement tor operational interfaces.

AT&1 reports that it ha nti1DltCd the wholesale discount resultiDa from the Ohio approach.
This analysis identities the local services portion of the direct costs specified. by the Ohio Order as
well as a pro rata share of indirect costs. It results in a discount approaching 30%. It is possible that
certain additional costa exist for P'OVidina wholesale IIrVices. Such a showiDg. ifaccepted. would
put a modest downward pressure on the calculated wbolnale diKount. Such an outcome would still
result in a wholesale discount in the SlIDe Jenera! ranae as Illinois. Absolute equality of the
discounts is unlikely because the LEe cost structure is not identical from state to state.

CONCLUSION

Ohio and Illinois hive IpprolChed the issue ofwholesale pricina using slilhdY different,
althouah logicany consirteat, methodologies. Application of these metbodoloaies is expected to
result in wholesale discoWlts which lIN me same general orcler of mapitudc. The reuonableness of
that reswt is supported by the converpnce of these two state-SpeCifLC metbods ancl the fUrther
corroboration provided by AT4T's accounting-hued study filed with its initial testimony in the
lUinois resale docket.
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